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I5EHS INSTITUTE OF SOUTHEAST ASIAN STUDIES, Singapore 
The Institute of Southeast Asian Studies was established as an autonomous 
organization in May 1968. It is a regional research centre for scholars and other 
specialists concerned with modern Southeast Asia, particularly the multi-faceted pro­
blems of stability and security, economic development, and political and social change. 

The Institute is governed by a twenty-two-member Board of Trustees compris­
ing nominees from the Singapore Government, the National University of Singapore, 
the various Chambers of Commerce, and professional and civic organizations. A 
ten-man Executive Committee oversees day-to-day operations; it is chaired by the 
Director, the Institute's chief academic and administrative officer. 

The A S E A N Economic Research Unit is an integral part of the Institute, coming 
under the overall supervision of the Director who is also the Chairman of its Manage­
ment Committee. The Unit was formed in 1979 in response to the need to deepen 
understanding of economic change and political developments in A S E A N . The day-
to-day operations of the Unit are the responsibility of the Co-ordinator. A Regional 
Advisory Committee, consisting of a senior economist from each of the A S E A N coun­
tries, guides the work of the Unit. 

EAST-WEST CENTER, Honolulu 

The East-West Center is a public, non-profit educational institution established in 
Hawaii in 1960 by the U.S. Congress. The Center's mandate is "to promote better 
relations and understanding among the nations of Asia, the Pacific, and the United 
Slates through co-operative study, training, and research". 

Some 2,000 research fellows, graduate students, and professionals in business and 
government each year work with the Center's international staff on major Asia-Pacific 
issues relating to population, resources and development, the environment, culture, 
and communication. Since 1960, more than 25,000 men and women from the region 
have participated in the Center's co-operative programmes. 

The Resource Systems Institute (RSI) undertakes policy studies on issues related 
to the economic growth and development of the Asia-Pacific region and on the im­
plications that growth holds for U.S. relations with the region. Research conducted 
by RSI is grouped under five major programmes — Development Policy, Interna­
tional Relations, Energy, Minerals Policy, and Special Studies. The Development 
Policy and International Relations programmes analyse the economic performance 
of developing Asian countries and examine the effectiveness of their development 
policies in today's ever-changing and interdependent economic and political en­
vironments. The vital role of resource development is stressed in the work under­
taken by the Energy and Minerals Policy programmes. The Special Studies Program 
comprises research on rural transformation and marine resource policy. 
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PREFACE 

A joint effort by U . S . and A S E A N researchers, the study on the A S E A N -
U . S . Initiative ( A U I ) commenced in Ju ly 1988, and was completed within 
nine months. Its goal is to assess the current A S E A N - U . S . economic situa­
tion and provide recommendations for future policy action to enhance bilateral 
economic relations. Although the policy prescriptions are generally intended 
for implementation over the next five years, the suggested Framework Agree­
ment could serve as a model for increased co-operation throughout the next 
decade. 

March 1989 S e i j i N a y a 
Vice-President for Strategic Planning 

East-West Center 
Honolulu 

K e r n i a l S. Sandhu 
Director 

Institute of Southeast Asian Studies 
Singapore 
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I N T R O D U C T I O N 

' As part of their development effort, the A S E A N countries place increasing 
emphasis on intra-regional economic co-operation. They also act as an 
economic bloc in multilateral negotiations. A S E A N has seven dialogue part­
ners: the United States, Japan, the European Communit ies ( E C ) , New 
Zealand, Australia, Canada, and the United Nations Development Program. 
The A S E A N - U . S . Initiative ( A U I ) stems f rom the economic dialogue and 
is designed to enhance bilateral economic co-operation. This study on the 
A U I was commissioned in Ju ly 1988. 

Both the A S E A N countries and the United States have achieved solid rates 
of economic growth in recent years. Singapore, Malaysia , and Thailand have 
exhibited high growth rates; Indonesia has coped well with the fall in oil prices, 
diversifying its economy away from nearly exclusive reliance on o i l , as Brunei 
Darussalam is beginning to do. The Philippines has rebounded from the slump 
of the 1983-86 period. The Uni ted States is experiencing its longest peace­
time economic expansion, now into its seventh year. 

The relationship between the United States and A S E A N is growing in im­
portance. In the past ten years, A S E A N trade with the United States more 
than doubled. The United States is now A S E A N ' s largest export market and 
its second largest source of imports, after Japan. A t the same time, the com­
position of this bilateral trade is changing. Although A S E A N remains a ma­
jor supplier of primary products, over 36 per cent of U . S . imports from 
A S E A N are manufactured goods. The growing trade relationship is paralleled 
by expanded U . S . investment in the region. The rate of increase in U . S . 
direct investment to A S E A N over the past decade has been double that to 
any other country, with the stock reaching more than US$10 bill ion in 1987. 
There is evidence that actual direct foreign investment (DFI) is substantially 
larger than the reported figures indicate. 

Trade in goods and services between the Uni ted States and A S E A N arc 
considered in Chapters 2 and 3, respectively, of the report. Chapter 4 ad­
dresses the intellectual property rights issue. This is followed by a review of 
U . S . investment in A S E A N in Chapter 5. The medium- and short-term 
economic outlook for the United States and A S E A N are examined in Chapter 
6. Finally, Chapter 7 presents recommendations for a Framework Agreement 
between A S E A N and the Uni ted States. 

T R A D E I N G O O D S 

Most A S E A N members depend on exports as a major source of income, rang­
ing from more than 130 per cent of G N P for Singapore to 23 per cent for 
the Philippines. A n d the most important destination of these exports is the 
U S. market. The increased reliance on trade is the outcome of outward-
looking development strategies, involving structural changes based on the 
countries' comparative advantage. A s a result of industrial restructuring, the 



2 

commodity structure of A S E A N - U . S . trade has changed in recent years. The 
promotion of manufacturing as an essential ingredient in the development 
strategy plays an important role in this change. Though labour-intensive 
manufactures and food processing remain large, the A S E A N countries are 
starting to turn towards industries with higher value added. The decline of 
world primary commodity prices also intensifies the structural change. 

The Uni ted States ranks first in bilateral trade with Singapore and the 
Philippines while Japan ranks first with other A S E A N members. U . S . im­
ports from Brunei Darussalam, Indonesia, and Thai land have increased 
significantly in recent years. The relatively free access to the U . S . market, 
compared with that in Japan and the E C , coupled with the increased export 
orientation of the A S E A N economies, has underlined the importance of the 
United States for the economic future of A S E A N . This dependence is especially 
pronounced in the case of manufactured exports. The Uni ted States is not 
dependent on A S E A N to the same degree, but it is seeking to expand its ex­
ports to this fast-growing market with which it currently has a U S $ 8 bill ion 
trade deficit. 

The U . S . and A S E A N economies are complementary in nature. A S E A N 
is a large exporter of petroleum, rubber, sugar, and t in, while the Uni ted 
States is a net importer of these goods. The trade patterns for manufactures 
reflect the factor and technology endowments of the respective countries. The 
A S E A N countries are competitive exporters of labour-intensive manufactures 
such as textiles, garments, handbags, and other light consumer manufactures. 
The United States is a large net importer of these goods. In turn, the Uni ted 
States is a large producer of capital- and technology-intensive goods such as 
chemicals, electrical and non-electrical machinery, and transportation equip­
ment, while the A S E A N countries are primarily net importers of these items. 
The exception is electrical machinery where a significant amount of intra-
industry trade takes place, as many U . S . multinational corporations ( M N C s ) 
have subsidiary plants in the region. Whi le there is a potential for significant 
increases in U . S . - A S E A N trade, Japan and increasingly the Asian N I E s are 
strong competitors in most products of interest to U . S . exporters. 

There is a danger that the intensified trade relations could be halted by 
rising U . S . protectionism or inward-looking policies in A S E A N . While tariffs 
in the Uni ted States are low and the U . S . market continues to be one of the 
most open in the world, it has used in recent years voluntary export restraints 
to protect certain (mainly labour-intensive) industries. H i g h trade deficits, 
coupled with the perception that the Uni ted States is fighting with "one hand 
tied behind its back", have encouraged protectionist sentiments. The U . S . 
Government has been largely successful in resisting demands for increased 
protection, but this stand is losing popularity. The U . S . trade deficit should 
not be addressed by trade barriers, which lead to decreases in domestic and 
global welfare; it should be reduced through rational macroeconomic policies 
at home, increased competitiveness of U . S . exports abroad, and more rapid 
opening of foreign markets to U . S . exports. Trade barriers in A S E A N are 
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significantly greater than in the United States, and much work remains in 
further liberalization. These barriers include high tariff levels in most A S E A N 
countries, import licensing, and various quantitative restrictions. Yet, the 
A S E A N countries have undertaken unilateral trade liberalization in the 1970s 
and 1980s. It is desirable for domestic and international reasons that these 
policies be continued and trade liberalization carried further. 

Both the United States and A S E A N are dedicated to the success of the 
Uruguay R o u n d of G A T T negotiations. Both have already demonstrated a 
potential to work together, especially on agricultural trade issues. 

Despite more* than ten years of negotiations, the trade impact of A S E A N 
economic co-operation has not been substantial. The high economic and ex­
port growth rates in the region in the 1970s cannot be directly attributable 
to the A S E A N Preferential T rad ing Arrangements ( P T A ) . In fact, it is es­
timated that only 5 per cent of the trade within A S E A N is covered under 
the P T A . None the less, significant improvements in the P T A were made 
at the T h i r d A S E A N Summit , including a programme to place 50 per cent 
of the total i n t r a - A S E A N trade under the P T A within five years. The A S E A N 
Industrial Joint Ventures (AIJV) programme was also expanded; it now allows 
for 60 per cent foreign participation. 

In sum, the A S E A N - U . S . economic relationship in trade in goods is strong 
and strengthening. However, there remains much work to be done before 
it reaches its vast potential. Liberalization of trade barriers, promotion of 
efficient production, greater information on export opportunities in each other's 
markets, and expanded participation at the Uruguay R o u n d of G A T T to 
reduce direct and indirect barriers to global trade are in the interest of all . 

T R A D E IN SERVICES 

Services trade now accounts for about a third of world trade. U . S . exports 
of private services (travel, transportation, royalties and fees, banking, and 
other miscellaneous private services) increased more than fivefold since the 
early 1970s to more than US$57 billion in 1987. A similar increase took place 
in U . S . imports of services, which amounted to US$56 billion in 1987. 

A S E A N ' s service-sector trade has been growing as well. Since 1976 A S E A N 
exports of service have quadrupled to over US$11 bi l l ion. The Philippines, 
Thai land , and especially Singapore had surpluses in service transactions in 
the 1980s. There are, however, many problems involved in addressing trade 
in this sector. Most fundamentally, there is no clear definition of what the 
service sector is and data are very difficult to obtain. In addition, trade in 
services is closely tied to investment in services. In most service industries, 
including banking, production and consumption occur at the same time and 
place. Therefore any discussion of service-trade liberalization must include 
some liberalization of investment in this sector as well. This has been an ex­
tremely contentious issue to most developing countries, which worry about 
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domestic sovereignty, national security, and protecting fledgeling service-sector 
industries. 

Important barriers to services in A S E A N include (1) restricted access to 
markets in services; (2) leasing restrictions; (3) motion picture limitations; 
(4) l imited foreign ownership of banking; (5) advertising restrictions; and (6) 
preferential treatment of domestic transportation. M a n y of these barriers are 
investment-related in the sense that they constitute obstacles to establishing 
and operating affiliates in host countries. Significant efficiency gains have 
been realized in the United States from deregulating certain service industries, 
and A S E A N could benefit from a similar action, especially in the informa­
tion sector. Moreover , A S E A N would increase efficiency and attract larger 
amounts of foreign investment by relaxing foreign equity controls. Services 
in the United States are generally free of barriers at the federal level, although 
there are some restrictions at the state level. The Uni ted States has been 
criticized for certain antitrust laws which inhibit international trade, as well 
as a lack of U . S . export consciousness. Improvements in these areas would 
facilitate trade in services as well as goods. 

We recommend that A S E A N liberalize the service sector to facilitate export-
oriented growth. Liberalization and deregulation would also enhance market 
incentives and allocative efficiency, thereby strengthening the dynamism of 
the A S E A N economics. 

I N T E L L E C T U A L P R O P E R T Y R I G H T S 

Protection of copyrights, trademarks, patents, and trade secrets has been a 
contentious issue in the Uruguay Round . The Uni ted States has pressured 
several A S E A N countries to tighten their intellectual property laws and to 
increase their enforcement efforts, and threatened retaliatory measures against 
developing countries that fail to do this. Moreover , it has emphasized the 
long-run benefits of increasing intellectual property protection to encourage 
domestically generated innovations. For their part, some A S E A N members 
believe that in demanding intellectual property rights protection, the Uni ted 
States is intruding on their sovereignty and is not sensitive enough to their 
development needs. Others insist that they have already legislated sufficient 
protection. The A S E A N countries have responded differentially to American 
pressure in terms of dejure laws and actual enforcement, reflecting the diverse 
nature of A S E A N . A l l of them have improved protection of intellectual pro­
perty to conform more closely to international standards. Indonesia made 
major improvements in protecting trademarks and copyrights, is consider­
ing jo ining one of the two international copyright conventions, and is 
negotiating with the United States on a bilateral copyright agreement. Malaysia 
has greatly strengthened legislation protecting intellectual property and is 
negotiating a bilateral copyright agreement with the United States. The Philip­
pines is a signatory of both the Paris and the Berne Conventions. Thai land 



5 

is in the process of changing its laws to conform to modern commercial prac­
tices world-wide; it is already a signatory of the Berne Convention. Singapore 
strengthened comprehensive laws protecting intellectual property. However, 
the enforcement of intellectual property rights has been inadequate in some 
A S E A N countries. 

In sum, the A S E A N countries' protection of intellectual property has im­
proved considerably. Nevertheless, the Uni ted States continues to be dis­
satisfied with some aspects of A S E A N intellectual property protection, for 
example, in pharmaceuticals and computer software. 

As A S E A N improves its protection of intellectual property, it wil l benefit 
from increased foreign investment and technology transfer, as well as greater 
incentives to indigenous technological development. If intellectual property 
is not adequately protected, the country wil l be deprived of cutting-edge 
technologies, products and techniques, as well as risking continued frictions 
with innovation-exporting countries. 

For its part, the United States should concentrate its efforts on developing 
broader international standards and should continue to improve its own system 
of enforcing intellectual property rights. U . S . accession to the Berne C o n ­
vention was a step forward. 

I N V E S T M E N T 

The chapter on investment in this report concentrates on direct foreign in­
vestment (DFI ) , even though D F I constitutes a relatively small share of total 
capital flows. Th is is because D F I is important in the development process. 
A l o n g with Japan, the United States is the most significant source of D F I 
in A S E A N . U . S . D F I is concentrated in petroleum and electronics. H i g h 
rates of return to D F I in A S E A N , stable political environments, economic 
robustness, low-cost of indigenous labour, large markets, and an atmosphere 
conducive to foreign business are the attractions for U . S . investment. U . S . 
firms have not been found to have responded significantly to investment in­
centives. A n area in which U . S . capital may be able to play a somewhat greater 
role in the future is in service industries such as trade, banking, and finance. 

In any case, U . S . D F I in A S E A N has become increasingly important in 
the 1980s, accounting for more than 3-5 per cent of total U.S. investment. 
But Japanese investment in the region, as elsewhere, has been growing more 
rapidly. Th is trend is also likely to continue given the large Japanese trade 
surplus. The Japanese have been very successful at their attempts to blend 
official development assistance with private-sector projects in a way in which 
the Uni ted States has not attempted. 

U . S . D F I in A S E A N has obviously been of benefit to U . S . firms and con­
tributes to the U . S . economy. A t the same time, it benefits A S E A N nations 
in a number of ways, by (1) providing access to modern and efficient manage­
ment techniques; (2) facilitating the transfer of technology in production, 
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management, marketing, and other intangible assets; (3) training the in­
digenous labour force for high-skill jobs; (4) providing needed foreign ex­
change; (5) providing jobs, especially in manufactures; and (6) engaging 
significantly in international trade. The dynamics of industrial restructuring 
(along the lines dictated by comparative advantage) attendant upon D F I may 
be the most important beneficial consequence for A S E A N in the long run. 
O n the other hand, D F I in A S E A N that depends on tariff barriers erected 
for sectors with comparative disadvantage can inhibit long-run economic 
growth by drawing resources into inefficient industries. 

Aspects of U . S . policy that might be promoted to increase D F I to A S E A N , 
include (1) more rational taxation measures; (2) relaxation of international 
trade and strategic trade controls; (3) more comprehensive information on 
D F I opportunities, especially for small- and medium-sized firms; and (4) fur­
ther revision of the Foreign Corrupt Practices Act . 

A t the same time, A S E A N can reduce certain impediments to D F I including 
(1) lack of infrastructure; (2) performance requirements; (3) bureaucratic red 
tape; (4) trade restrictions; and (5) equity restrictions. 

A S E A N governments should provide more business infrastructure. Th is 
is an important consideration in a firm's plans to invest in a particular coun­
try. In some cases, it may even be possible to solicit foreign involvement in 
the infrastructure development projects themselves. Moreover , the achieve­
ment of a more regional A S E A N market through improvements in the A S E A N 
P T A , and the possibility of greater foreign involvement in A I J V s should also 
increase the flow of foreign investment. 

Complicated and restrictive performance requirements, equity restrictions, 
and extensive bureaucracy are widely acknowledged to be the greatest bar­
riers to D F I in A S E A N . In addition, because these requirements vary con­
siderably within A S E A N , many U . S . firms, particularly small- and medium-
sized enterprises, find it difficult to take a regional approach to investment 
in A S E A N . A common set of general D F I guidelines would greatly facilitate 
this process. A Bilateral Investment Treaty between the Uni ted States and 
A S E A N would be an effective way of achieving this goal. 

The Uni ted States and A S E A N could jointly implement a number of 
measures to promote greater flows of D F I as well as increase benefits from 
existing investments. For example, the United States and A S E A N should 
work together to increase the supply of information. Although the U . S . 
Government supplies a considerable amount of information on investment 
opportunities in A S E A N , it appears that the use of such information is limited. 
The government or business organizations, such as the Chamber of C o m ­
merce, could expand efforts to disseminate information on A S E A N invest­
ment opportunities. Furthermore, A S E A N governments also provide a 
substantial amount of information, but accessibility could be improved. 
Governments will have to bear partial responsibility in making improvements 
in the distribution of this public good, although it is clearly in the interest 
of business organizations to assist such efforts wherever possible since their 
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members will be the primary beneficiaries. Hence, the establishment of an 
institution, initiated through public action but financed through private means, 
that could provide information dissemination and a channel for co-ordination 
of U . S . investors, especially for small- and medium-sized firms, could be an 
important catalyst in shifting the orientation of American firms towards the 
Asia-Pacif ic in general and A S E A N in'particular. 

The growth in importance of the U . S . Overseas Private Investment Cor­
poration ( O P I C ) in the mid-1980s is impressive and increased O P I C activity 
is likely to assist in the advancement of D F I as well as forge a closer relation­
ship between the U . S . Government and U . S . private firms interested in mak­
ing foreign investments. It is also possible that special incentives designed 
to redirect factors of production away from inefficient industries could be 
beneficial. If well conceived, such schemes could promote more efficient ra­
tionalization of production capacity in activities where the Uni ted States is 
clearly losing comparative advantage. This principle extends to the A S E A N 
economies as well. 

U.S. A N D A S E A N E C O N O M I C O U T L O O K 

Led by robust growth in the United States, the world has experienced an 
uninterrupted period of expansion since 1983. Annua l growth in global real 
G N P in the period 1983-87 averaged 3.3 per cent. 

While developing countries arc expected to grow at 3.9 per cent in 1988-89, 
Asian developing countries should grow at about 7 per cent. Associated with 
the growth of the global economy has been an annual expansion of 6 per cent 
in the value of world trade in the last three years. 

Although the prospect for world growth in the near future is good, there 
arc several uncertainties. First, the "twin deficits" in the United States are 
expected to continue well into the 1990s, as a revised Gramm-Ru d man -
Hollings amendment allows. The trade deficit has improved in 1987-88 but 
remains well above US$130 bil l ion. Capacity constraints could slow export 
growth and lead to higher inflation. The A S E A N countries continue to de­
pend on oil and other primary commodities for the bulk of their exports, and 
the price prospects of these are not clear at this time. The global debt crisis 
continues to plague many countries in the developing world, including the 
Philippines, as well as financial institutions in the developed world. 

In the medium run, the U . S . outlook is dominated by several factors. First, 
there is declining labour force growth, which is likely to lead to an improve­
ment in the domestic investment climate, a gradual revival of productivity 
growth, and consequent rebuilding of U . S . competitiveness. Household and 
business savings may increase because of positive demographic changes and 
possible tax revisions to encourage saving. Without adequate domestic sav­
ing, the need to rely on capital imports to finance investment would place 
intolerable burdens on the balance of payments. The second major considera-
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tion is the U . S . budget deficit, which must be progressively lowered to restore 
the confidence of financial markets and reduce the need for foreign capital. 
Th i rd ly , the international debt crisis remains a critical problem. A viable 
resolution of this debt crisis will include a return to better economic growth 
in debtor countries, which wil l in turn benefit the United States. 

The U . S . outlook for the next twelve to fifteen months is continued ex­
pansion amid increased uncertainty. As of December 1988, the consensus 
forecast was for real output growth of approximately 3 per cent in 1988 and 
2.5 per cent in 1989. Evidence that the economy performed more strongly 
than expected in the first half of the year is causing analysts to revise their 
forecasts. Recent forecasts placed inflation in the neighbourhood of 4 per cent 
in 1988 and 4.25 per cent in 1989. The outlook for employment remains 
strong. Unemployment should continue in the range of 5.4 per cent for much 
of the next twelve months, barring any major policy shocks. The current ac­
count deficit is expected to run at approximately US$150 bill ion in 1988 and 
fall to US$130 billion in 1989. The trade balance should be in deficit of about 
US$135-140 billion in 1988 and of US$120 bill ion in 1989. 

The A S E A N countries are expected to continue their robust economic 
growth through 1989, outpacing the world average. Inflation rates are ex­
pected to be moderate, and the restructuring of many A S E A N nations towards 
more open and increasingly private economies should continue. However, 
the debt and unemployment problems in some A S E A N countries, as well 
as political instability, continue to exist. A S E A N nations will replace the Asian 
N I E s in a broad range of product areas. There arc promising opportunities, 
provided that trade frictions can be avoided. One way to do that is for both 
sides to make certain that market access remains open so that mutually 
beneficial two-way trade can develop. It is especially important that chan­
nels for intra-industry trade be developed and expanded. 

Because economic growth in A S E A N is closely linked to growth in the 
O E C D countries, optimistic forecasts of O E C D growth are welcome. 
Singapore, Thai land, and Malaysia may attain high annual growth rates of 
about 7 to 9 per cent in the short run, while real G D P growth for the Phil ip­
pines is expected to remain at around 6 to 7 per cent. A s for Indonesia and 
Brunei Darussalam, the corresponding rates are projected to be around 4 to 
5 per cent annually. These projections arc likely to be valid also for the medium 
term, with A S E A N remaining one of the most dynamic regions in the world. 

R E C O M M E N D A T I O N S F O R A N A S E A N - U . S . T R A D E 
A N D I N V E S T M E N T A G R E E M E N T 

Based on our findings and arguments, it is desirable that A S E A N and the 
Uni ted Slates consider entering into an economic co-operation agreement. 
It should consist of a general umbrella agreement which would have provi­
sions for more specific bilateral arrangements. Wi th in the scope of such an 
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agreement, the Uni ted States and A S E A N would be able to negotiate a wide 
range of formal agreements, ranging from formal comprehensive treaties to 
sector- and issue-specific arrangements. The umbrella agreement would 
become an important catalyst for increased trade and investment between 
the two parties, and would also provide for negotiations between the United 
States and individual A S E A N nations. 

Recommendations for an Umbrella Agreement 

The umbrella agreement should include characteristics of other successful 
bilateral pacts by focusing on trade and investment liberalization and pro­
moting economic welfare and efficiency, and should serve as a model for similar 
arrangements with other nations in the Asia-Pacific region. Yet, an A S E A N -
U . S . agreement would be unique, as the A S E A N - U . S . economic relation­
ship is unique. The complementary nature of U . S . and A S E A N economies 
and the extensive economic interchange suggest that bilateral agreements under 
the umbrella designed to resolve any disagreements or seize important op­
portunities would be welfare-enhancing, without contradicting multilateralist 
ideals. Indeed, all actions would be consistent with G A T T . 

The initial umbrella should consist of the following components. First, it 
should establish a set of basic guiding principles for the conduct of trade and 
other economic relations between the Uni ted States and A S E A N , based on 
G A T T compatibility and aff i rming the primacy of multilateral liberalization. 
It should be grounded on the presumption that trade and investment flows 
are determined by market forces as much as possible; the nature of govern­
ment intervention should be strictly defined and temporary. Most basically, 
the Uni ted States and A S E A N should commit themselves to the principle 
of "stand-still and roll-back" of trade barriers. Moreover, measures harming 
other trading partners should be avoided. 

Second, the umbrella should establish the administrative and implement­
ing guidelines for the Uni ted States and A S E A N negotiating a series of sub­
sidiary agreements on subjects such as subsidies, double taxation, intellectual 
property rights, investment, services, non-tariff barriers, and safeguards, sup­
plemented by more detailed accords where needed. 
• T h i r d , the umbrella should delineate effective procedures to administer 

the agreement and resolve disputes in a timely and efficient manner. 
Fourth, it should create a Consultative Committee, composed of govern­

ment representatives at the level of trade minister and advised by experts and 
private-sector representatives, which should meet at least on an annual basis. 
The Consultative Committee would have several important tasks. It should 
be responsible for considering trade and investment disputes in a manner 
defined by the umbrella agreement. Also it should oversee the negotiations 
of the subsidiary agreements, and should serve as a forum for moulding joint 
A S E A N - U .S. positions on these issues at the current and subsequent G A T T 
rounds. Moreover, the Consultative Committee should authorize the prepara-
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tion of studies, formation of working groups, and other vehicles for improv­
ing understanding of and co-operation in bilateral economic relations. 

Fifth, the umbrella agreement should lay the foundation for further bilateral 
and multilateral co-operation. 

Possible Trade and Investment Pacts under the Umbrella 

After the establishment of the umbrella agreement, the Uni ted States and 
A S E A N could negotiate a series of bilateral pacts, from a formal F T A to sector-
specific agreements. In this.section, we assess some of the available options 
which the Consultative Committee should consider. However, the list is not 
exhaustive. M a n y of the issue-specific topics are being considered at the 
Uruguay Round . Nevertheless, bilateral A S E A N - U . S . trade and investment 
agreements could complement the G A T T talks and, perhaps, provide an ex­
emplary framework in certain areas. 

ASEAN-U.S. Free-Trade Agreement 
W e believe that an A S E A N - U . S . F T A should be the ultimate goal of the 
Framework Agreement. A n A S E A N - U . S . F T A would be very complex and 
is likely to take a long time to negotiate. However, there is great potential 
for improved trade and investment relations in such a pact. Commiss ioning 
a comprehensive study should be among the first inquiries the Consultative 
Committee should launch. 

The conformity of an F T A with G A T T rules is clearer than with any other 
option. Free-trade agreements have come to mean far more than merely reduc­
ing internal tariffs on trade in merchandise. As in the U .S . -Canada agree­
ment and the Closer Economic Relations pact between New Zealand and 
Austral ia, trade in services, investment liberalization, protection of intellec­
tual property, and so forth, are often included. Similarly, an F T A between 
the Uni ted States and A S E A N should include an entire range of issues. A 
U . S . - A S E A N F T A could also serve as a forerunner to a wider accord in the 
Asia-Pacific region. 

Because of the complicated nature of negotiating something as complex 
as an F T A , we recommend that the technical details of such an arrangement 
be studied in depth by a bilateral commission under the supervision of the 
Consultative Committee. Questions such as the net effect on global efficiency 
(for example, trade creation and diversion), the impact on third countries, 
implications for multilateralism, rules of origin provisions, and the polariza­
tion of industrial production should be addressed. In addition, the complicated 
question of how and in what sequence tariff barriers should be reduced must 
be addressed. The possibility of F T A s with various Asia-Pacific nations or 
groups has already received attention in Washington. The U . S . International 
Trade Commission ( I T C ) has released a report summarizing the views of 
recognized experts on the pros and cons of entering into an F T A with Japan . 
Similar inquiries are being made with respect to other Pacific R i m nations, 



including Ta iwan , South Korea , members of A S E A N , and countries in the 
Asia-Pacif ic region. 

The complementary nature of the U . S . and A S E A N economies suggests 
that such a trading bloc would significantly expand bilateral trade. In addi­
tion, increased D F I flows, trade in services, technology transfer, economies 
of scale in production and other dynamic benefits would serve to promote 
the goals of both parties without negating their respective commitments under 
G A T T . Moreover, an effective formal dispute-settlement process is more easily 
established in the context of a comprehensive accord because there is a larger 
and more detailed base of jointly agreed disciplines. 

Other Issues 
A t the sectoral level, the Consultative Committee should investigate several 
issues concerning bilateral trade and investment, including subsidies, double 
taxation and tax-sparing provision, intellectual property rights, investment, 
services, tariff and non-tariff barriers, and safeguard provisions. Most of the 
issues are currently being examined in various Committees at the Uruguay 
R o u n d . Being committed to multilateralist ideals, the United States and 
A S E A N should negotiate subsidiary agreements in these areas only where 
they are complementary to the G A T T process. Nevertheless, the United States 
and A S E A N have and should continue to work together to take a common 
position on these issues, a process which wil l be improved with increased 
economic consultation under the umbrella. 
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